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Proposed law provides an exemption from severance taxes on oil production from any orphaned that has undergone
enhancements that require a DNR permit, such as re-entries, workovers, or plug-backs.  The availability of the exemption
extends to projects that commence production on or after October 1, 2020 and on or before December 31, 2025. The
exemption lasts for 24-months or until payout of well costs is achieved, whichever occurs first, as determined by the Dept.
of Natural Resources.
If a participating orphaned well is unable to produce in paying quantities, the operator may be reimbursed costs to plug and
abandon the well from the Oilfield Site Restoration Fund.
Effective upon governor's signature.
The fiscal note assumes that the bill does not intend to provide its tax exemption to oil condensate produced by natural gas
wells.

The Department of Revenue may incur relatively small staff time costs associated with modifications to the tax processing to
incorporate the payout-based exemption in this bill. However, the narrow focus of the bill makes extensive costs unlikely.

According to the Department of Natural Resources, an orphaned well is one that has been abandoned by the operator and
has ultimately reverted to the responsibility of the State to plug through the Oilfield Site Restoration Program that prioritizes
sites and contracts with private oilfield contractors through a bidding process to restore sites. There are over 4,200 orphaned
wells in the program.

DNR could not indicate whether any meaningful baseline of orphaned wells being brought back into production occurs. Since
orphaned wells are abandoned and not producing because they don’t produce in paying quantities, the bill’s severance tax
exemption is not likely to reduce baseline severance tax receipts to any meaningful degree. To the extent the bill encourages
orphaned wells to be brought back into production, it may eventually result in additional severance tax collections once
restarted wells achieve payout or within 24-months of new production. This potential result is likely to be small since the
wells are likely to produce at marginal rates and pay low severance tax rates of 3.125% or 6.25% of value. The current
relatively low oil price environment makes paying quantities even less likely. From an overall activity perspective, while the
bill may work to encourage orphan well activity, that activity may occur at the expense of other marginal well activity,
resulting in little or no net additional activity.

The Dept of Natural Resources has expressed concern regarding the provision that provides for reimbursement from the
Oilfield Site Restoration Fund to well operators that plug and abandon a well that fails to produce in paying quantities. The
program/Fund has limited resources for plugging the existing priorities of orphan wells, and the bill’s language may allow
wells affected by this bill to draw on the Fund without going through the program’s prioritization and bidding process for
plugging and abandoning.
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